By FREDERICK CUTLER

Benchmark Survey of U.S.
Direct Investment Abroad, 1966

Much new inférmakion on U5, direct
invogtmente abroad hoe beon obtained
from » ownprebepsive survey conduobed
by OBE. A volume of deta hos just been
published entithd Ilsited Sietex Ldirect
Irivestrments Abrogd, 1088 Port 1: Balange
of Paymienfs Dotz It presonts detndided

gtatiatins of enpital Bova, net eaTings,
the roluvestiment of earnings and the
raceipt af oll types of ineome by 1.8,
owners, intluding royalties ond fees,
together with o full deeoription of
methodelogy,

A.E-‘IERID!LN direct  investmenis
obroad have received increasing ntten-
tion in recent yeors. Their rapid growth
has influenced the pattern of inter-
netonel irnde, resulted in subsiantiel
T8, recsipts of profits ond dividends,
ovnd tronsferread 113, capital, tech-
nology, and manarerial ielent abroad.
Detailed information osbout some
sspects of thesa multinptions] sctivities
has just heen published by CBE under
the title Tndted Sties Direct Fnvegiments
 Abroad, 1568 Parl 1: Balance of FPay-
ments Data, o supplament 1o the Survey
af Current Business.) The information
iz baged on a comprehensive benchmark
survey of about 3400 TS, owners
covering over 23,000 forzign offilintes.
Previcus benchmark surveys wern
condusted by OBE for ¢he years 1850
std 1367,

Poart 1 of the survey provides tha
definitiva mansurable halence of pay-
menis rosulis of oll direei investments
for the yenr 1946, and is orgenized to
show oxtensive breakdowns by country
and industry. In addition, it presents
detailad information on the strueture of
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the Foreign enterprizes and on the type
of transastions with U.5. ownars. It also
presents data clossified by oxtent of
T.8. ownership and by age of the
foreign offilinte and provides =such
details ae transactions batwesn primery
and secondory foreign enterprises, gross
versus nal capital flows, profita and
losses of foraign branchses, yvoyalties nnd
ratatad foes recsived from foreign affil-
intes for the usa of the tachunology ond
know-how traneferred to them and
service charges ond rentals collectad
from saffiliates.

Pprt II of the survey will bs pub-
lishad in seporate segments based on
the industry clagsification of tha U.S.
owners, It will include data on the
fnaneial statements pnd operating sta-
tisties of the foreign nffilistes.

This article highlighia o few of the
interasting findings of the survey. One
15 that despite wvery large incresses
betwaetr 1950 ond 10686 in direct invest-

ment outfiows and in the combined
income (dividends, interest, branch
sarnings, and fess and royelties) paid
to 1.8, owners, the difference between
the two flows changed surprisingly
littla,

These ealeulations, however, do not
take necount of sll the balance of pay-
menta flows related te direct inwest-
monta, nov are thay intendad to mensurs
the overall impact on the balence of
payments of direet investments, For
instoncs, port of U.8. direct investments
ahrond is financed by borrowing from
foreigners and thesa offsetting inflows
are not countad heve. Likewise, the
congiderable impact of direct invest-
ment on trade Aows is not taken into
sccount. Similar qualifications apply to
tha other points mode balew.

A second finding relates to the link
betwesn capital Hows and earnings, an
the one hand, ond the date of estab-
lishment or acguisition of foreign offili-

Table 1.—Capitnl Flows and Combined Ineome Hecelprs, 1930 nnd 1966
| libna of chnilame; balenes ol payTeents sutilows (—3)

Copital flows Intarest, divkacnde PRoyallies agd koes Hauk ikwn

AR wned country nRd broneh eamilnga
1% | 1 | Ohopge | 1080 | WM | Changs | IB60 | 1080 | Qhangs | 1460 | 198 | Chango
All tvunirios, beal. .. ... [=B] |, 267 | =3, 048 ( L34 | 304 & H Hi| Ly B8 1 tod He -1H
Derabopsd coundrlas. ... =451 =LK | =L1H it | L2 L e Bl & M|=154 | =LkE
[t L =TE7 |=1,330 | =1.04 oW Fr!d 431 il p i} Lt 0] =2 =41
Eumﬁ .............. — 121 |==1,070 [ =1, 84 [§1:3 [T [ 3 L] 417 T =& =il

Republic af 8agth

Adrpen,. ... -8 - 13 L1 Ll 3 Lk ] =7 41 18
BIHLY —E —d7 F 12 4 1 41 dl| =1 R I
=178 ~LEL 11 dd -l 4 My i =F =3l -4
~N -3 I o [} Rl E I T =1 =1
— -41k B | ZAlR LEH 1A o)) I | 805| 2,008 [ - )}
=17l 311 i il i -] 188 | 53 i ]
=141 -l 11} 113 158 1 1= 1L -] 3 pe
=B -1 [ ] =l ] L B 7 15 1 Lid
-k =5 | 2L B [ i1 I | 1% e L]
—id -t B 125 11 al i 15 1M 111 7
- -g5 i1 T nga w 2| -l 32 "

naE Mol ppotebely shown,
Mote~—Dstail moy not add Lo totuls bedan$? oF raunding.

Bouret: 0.8, Droparbisct of Qommeroe, Oiico ol Doalores Econcmbcs,



14

ates, on the other. It turns cut that
while a lorge part of copital flows goes
to recently established sffilintes, about
87 pereent of carnings are carnsd by
affilintes established hefore 1958, These
findings, for which the reasons are com-
plex, suggest that direcy invesiment
capital outflows do little in tho short
run to ganernte earnings or to bencfit
the balance of payments through the
genaration of income payments. The
more mature affiliates provide for their
expansion needs with reinvestsd
Ba.minga and are the primery scurce of
income flows.

The survey generally supports he
validity of the estimates regularly mado
Ly OBE lor inclusion in the balance of
poyments accounts. The data vsed lor
the balance of payments stabiskics nre
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boged on a sample of about 1,000
companies reporting guarterdy on thair
transactions with foreign offilistes, out
of o total of nbout 3,400 companies
having such forcign investments, The
sample data on ecombined income (in-
cluding royalties and Ices) and on
earnings aro blown up to “universe”
totalz, The 1984 income receipts figurss
cstimated this way for use in the
balanes of poayments necounts were
found to be lass than § percent lorger
than the receipts figures obtained in
the comprehensive survey. Excluding
roynltics and lecs, the averastimate wose
a mere 3 percent, A preater discrepancy
was found between the OBE capital
flow cotimates for 1966 and the Agures
cbtnined in the survey, with the former
some 14 percent Delow the survay
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findings, This underestimate is mainly
due o the {act that the capital fows
of the sample ore uaed in the halanca
of poyments accounts os reported,
with no attempt moade so far to blow
thermn up t¢ o universe tofal. A matchad
group of reporiers produces much
closer correspondence between the sur-
vey findings and the resulis from the
regular sample,

Incoma and capital flows

OBE's first complete investment sur-
voy nfier World War IT was for the
veur 1950, Between then and 1964,
net annual copital outflows of direct
itvestors rose akout $3.65 billion and
their cambined income (interest, divi-
dends, branch profits, fees, royalties,
and rentals) rosa about $3.5 billion
{table 1). As a result, tha positiva
nat balones of payments effect from
thesa direct investment transoctions
was reduced from $904 million in 1950
to 770 million in 1066,

The adverse shift in the difference
between direct investment capital flows
and income was espepially shoarp in
manufacturing, Capital outflows o
manufacturing affilintes ross from $190
million in 1950 to $5,966 million in
1966 while resurn flows of combined
income jincreased from shout $450
million to %1,600 million.

The net flow from the developed
countries as a group {Eureps, Conadn,
Japan, South Africa, Australis, and
MWew Zealand) deteriorated by $1.4
billion in the 16-year period, with
Europa accounting for about two-thirds
of the shift (table 1). Most of the shiit
oceurred after 1958, ns multinational
firms mode a major effort to increase
production focilities in developed coun-
trias. Tha creation and the subsequent
rapid econcmic growth of the Enropean
Commeon Market gave mojor stimulus
to companies to establish new facilities
there or to anlarge existing positions,
and, as discussed below, new nffilintes
tend ta show low ratios of enrnings to
capital flows,

The net Aow from the lase developed
countries, on the sther hand, improved
by $1.2 billion, from $0.8 billion it 1950
to $2,0 billion in 1966. This was lnrgaly
attributahle to growth in the earnings
of U5, oil companies’ bronches in ail-
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exporting countries. A faverable belance
of 31.7 billion was achieved in 1966 in
transactions with major cil-producing
vountries in the Middle East, Libya,
Venazueln and Indenesis, while other
less devsloped countries combined wnoe
countad for only $0.3 billion. Part of
the fovornble shift in the oll-producing
countries may reflact o tendency for
pfilistes chere to be relatively matwre
wnd thus have high ratics of enrnings
to capital flows. But other fnctors were
probebly mere important, During the
period 1950-66, governments in the oil
eountries stimulated price incresses for
ail preduced in thess countries. This
worked to increase taxabls income, tax
collections of the fovernments, and
aftor-tax profits of the producers.

Influence of age of affiliates

Qlder enterprises differ from newly
agquired or established enterprises in
that the older ones tend to have
established markets, their heavy stari-
ing-out expenditures have iong sines
bean met, and a significant amount of
their plont facilities has been depre-
cinted, Older enterprizses thus tend to
have significantly Inrger amounts of
sarnings available for payment to the
cwners or for reinvestment in plant or
other assets than do new enterprises,
their need for external financing js
stmoller, and their porents are lesg
frequently enlled upen to provide funds.

Tha survey found that about 87
percent of 1966 divest-investment earn-
ings {about $4.9 billion out of a total
$5.6 bLillion) was earnsd by affiliates
sstablished by their TS, ownews or
sequired by them prior to 1958 {table
2). Affilintes establishad or ncqguired in
1958 through 1960 accounted for 10
percant of 1966 enrnings and those
dating from 1961 or later accountad
for only 3 percent. In the Eurcpean
Common Market, affilintes established
or agquirad in 1961 or Jater showod ag-
grepate net losses of $80 million in 1966
while uffilintes established or scguired
in 1980 or earlior had aggregate sarnings
of $440 million.

Tt was nlso true with respect to
/ dividends, interest, snd branch profits
paid to T.5. parents that about 00
percent of the 1066 totol come from
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affilintes predoating 1958 and 3 percent
from affilintes catablished or acquired
in the 1961-66 period. The similarity
to tha pattern in earnings sugeests that
the sffilistes’ payout rntios do not vary
much by age of offiliate.

The total net capital outflow to
sffiliates wos 8$4.3 billion in 1966, of
which enly 32 percent (1.4 billion)
was invested in firms established or
actpuired prior o 1938, while 80 percent
{$2.6 billion) wos nvested in oiflintes
dnting from 1961 through 1965

Extent of U.8. ounership

Table 3 relates earnings and belance
of payments transactions to the per-
centage of US. ewnership. About 70
percent of the foreign orgamizations
reported in the survey were esseniially
wholly-owned (35-100 peresnt), in-
clnding forcign branches of T3, corpo-
rotions; 18 persent wera majority-owned
(30-84 percent) and 12 percent wore
minerity-mwned.

Wholly-owned enterprises aecounted
for more than 20 pereent of not enrne
ings, but for only 65 percent of nok
capital outflows. The eompnrabls figures
for wholly-owned manufacturing affili-
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ates wero 78 percent of net sarnings and
68 percent of net enpital flows; for
petreleom affiliates, the figures were
B8 percent ond G pereent, respoectivaly.
Thus, the ratie of earnings to capital
flows was mare favorable for wholly-
owned nffilistes than for affilintes in
which U.B. ownership was smaller.
This relation, lawever, eould be the
reflection of a tendency for wholly-
owned enteeprises to be older than
nffilistes in which U.S. ownership is
smallar. If this is 2o, the large earnings
may refleat maturity rasher than owner-
ship.

Coverage ond mathodology

Reporting on direct investments is
mandlatory under the provisions of Sec-
ticn & of the Bretton Woods Agreaments
Act. The Instruetions wnd Regulaticns
for the OBE surver were poblished in
the Federal Regisier in Angust 1987, and
notice of the reporting requirements was
widely publicized. Forms awndd instroe-
tions were mailed dircotly to all inves-
tors listed in OBE's records and to those
cthers requesting forms. Most reports
were raturned by the summer of 1968.

{Consinued on page 44)
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Dhirect Investments
{Continued from pige 18)

The vovornge is helievel to be virtually
camplate for major TS  investors.
Degtails of methodology, regulations ane
instruesions, definitions, aml vopies of
the reporting [orms can be found in the
Dhireet Investments Abroad volume,

“Direet foreign investmmens' s Je-
fined to include all foreign business
organizations in which n TL3. person,
organization, or affilintad grouajp owns
on interest of 13 percent or more. In
addition, a foreipn business organization
in which 5¢ percent or more of voting
gtock ja owned by U8, residenls is
counted as o direct Torsigm inveatment
aven i[ no single U3, eroup owns os
much as 10 percent. It should be nobed
that some of the U5, reportoers who own
direct: investments abroad wre them-
selves owned hy foreigners, nud divect
investments of such U.5. reporlers are
1ncluded in this survey. Wat covered are
U8, holdings of the stocks or long-Lerm
debt of foreign orgnnizutions nob meet-
ing one of these criteria; auch hoidings
are cansidered port{olio, not direct,
invesiments.

Direct [oreizn investroent™ also in-
cludes all equity in the stock and sur-
plas, and ownership of the long-texm
debt, of the foreign crganization be-
longing to U.5. persons other than the
T1.S. parent of the foreizn organizalion.
However, U.S. buuking and nonpnrent
commercial claims on the foreign organi-
sgtion, or loans by U.S. Government
agenecies, are nobt ineluded; they are
ghown glzewhers in the atatemsnis of
the TU.5. balance of payneits and intor-
national inveshment position. Thus,
aceounts betwoen the home offices and
foreign branehes of LS. banks which
are reporknblo on Treozury Department
Foraign Exchangs Forms Bl and B2 ara
exeluded. The vast majority of such
aceounts represent balonces held by the
foreign branches with their U3, home
offices.

Stwuclores and Equipment

{ Continued from page £8)

ie assumed to be a good indicator of the
use of the product. For exnmple,
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typewritors purchased on capital ec-
count were distributed to using in-
dustries on the bhasis of industry
employment of typists. In mosb cnzes,
all 76 user industries identified in the
cnpital flow table were inelwded in the
allooation,

Evaluation

The cstimates of equipment flows
shown in table 1 fwll short of the
quality of the cstimotes of flows on
current account in the inpmt-output
tnbls for 1963. This is because thove is
much less hord stotistical infermadion
available [or cstimeting capital flows
thian for estimating current sRecound
flows.

Tabla 2 shows that, in dollér terms,
well over half of the dew of equipment
{$12.4 billion out of 333.8 Lillicn} was
allocated to using industries nccording
to indirect estimating methods of ona
sort or anothee.

Information similar te thatb in table
2 has not been sompiled for the surrent
account flows in the 1963 input-output
table. However, much mora informa-
tion on actunl purchases was available
for estimating the current account flows
s that indireot methods wers used
much less. This is aspeciully true for
manufacturing industries, for which the
Cenena of Manufaciures supplied de-
tailed information for mare than hall
of the total consumption of materials
by manufasturing plants. In addition,
the ragulatory commissions snd various
private surveys provided much informa-
tion on eurrent aceount flows for non-
manulacturing indusiries. Firm statis-
tical date on purchnses, anmd in some
instances sales, underlie sbout one-helf
of tho total dollar mmount of Aows in
the current aceount table. In addition,
information of the soré listed in cate-
gories  and 3 in table 2, which ecan
elso yicld quite good estimates, is used
substantially in the cwrent soccunt
iable,

Another factor to be considered in
avalunting the quality of tha aquipment
flows iz that indireot eslimating
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methods ave in general more religble
for cetimoting eurrent oconsumption
than eapitel purchnses. The consump-
tion of many goods in ourrent produc-
tion can be closely approximated by
such vorisbles ns output or employ-
mant, for which we have good data.
This is not the cass for purchoses of
new aquipmeant. One ¢an theorize nbout
fnstors which affect new capital pur-
chases, such as industry profits, excess
capacity, age of stook, expected de-
mand, and so0 on. Howevar, we do not
have an adequobs statistienl or theo-
retical bosis for setting up equations
mncorporating such varinbles to estimate
an industry's demond for specific types
of fixed ocapital. Instead, the basis for
tho estimates was nsuclly data on
output, employment, or, in some in-
stances, cnpital stocks.?

Toble 2 does not provide a wvory
usefu! bazis for evaluating the estimates
of new structuras. Although three-
fourths of the total dollar nmount of
construction is in the combined cate-
goriea 1 and 2, the quality of the
construgtion estimetes 1= probably im-
paired because to n considerable extent
they nre based on secondary sources of
information rather than on direct
surveys of work dona.

Ik is cloar that significant sddithons to
tha Federnl stotistical program are re-
quired before fully adequete capital
flow itables can be construcied. As o
regult of the experience gained in con-
structing the tabls for '1983, OBE is
batter abla to nasess the need for ad-
ditionnl statistics oo business purchages,
snles, and rentals of new fixed onpitnl
for agtimating interdndustry fows, ond
to formulate specifio recommendations
for aneh additions. The type of analysis
summorized in table 2 extended to
specific capital items and industries can
provide guidelines for the needed im-
provemonts by showing the products
sid indostries for which new or ex-
pended datn collestion survays are moat
nsaded.
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